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NOMINATION OF HAROLD C, PATTERSON | 


WEDNESDAY, JUNE 8, 1955 


Untrep Srarrs Senate, 
Com™irree ON BANKING AND CURRENCY, 
SUBCOMMITTER ON SECuRITIES, 
Washington, D: C. 

The subcommittee met in rom 301, Senate Office Building, at 11:05 
a. m., Senator Herbert H. Lehman (chairman of the subcommittee) 
presiding. 

Present : Senators Lehman and Morse, 

Also present : Senators Robertson and Bush. 

Senator Lenman. The committee will come to order. 

Senator Rozertson. Mr. Chairman, I am not on the subcommittee. 
I just wanted to come and show my interest in my fellow Virginian 
and express the hope that the committee would favorably recommend 
his confirmation, because in my opinion he well merits the promotion 
that the President has seen fit to give him. 

Senator Busa. Mr. Chairman, I feel a little bit embarrassed—I 
thought this was the full committee. But I would like to make a brief 
statement, if the chairman will let me, and then retire. 

Senator Lenman. L hope you will stay here, Senator Bush. You 
are very welcome. 

Senator Busn, You are very kind. | But I don’t know that I should. 
May I just say one word. I have a special interest, having been chair- 
man of the subcommittee on securities last year, and am very much 
interested, of course, in the whole subject. I have, therefore, taken 
some pains to investigate the qualifications of this gentleman, which 
I think are very satisfactory, and I venture to hope that the subeom- 
mittee will report him favorably: If the chairman will excuse me 
now. 

Senator Lenman. I am sorry you cannot stay. 

Mr. Patterson, you have been nominated as a Democratic member 
of the Securities and Exchange Commission. Will you tell us some- 
thing of your background. 

Mr. Parrer.on. I have been in the securities business since 1923, 
sir. Previous to that I had service in the Navy. I became a partner 
in the firm of Auchincloss, Parker & Redpath in 1931, and I was with 
that firm until June 1, 1954, when I resigned, severed my connections 
with the firm, and became the Director of the Division of Trading 
and Exchanges of the Securities and Exchange Commission, and I 
am Director of the Division of Trading and Exchanges now, sir. 

Senator Leman. You say you are a member of the Securities and - 
Exchange Commission ? 

Mr. Parrerson. I am the Director of the Division of Trading and 
Exchanges. 
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2 NOMINATION OF HAROLD C. PATTERSON 


Senator Lenman. Do I understand that you are a partner of 
Auchincloss, Parker & Redpath ? 


Mr. Parrerson.I was up until June 1954, when I resigned and 

severed all my business connections. 
_ Senator Lenman. Can you tell us about your professional associa- 

tions, sir ¢ 

Mr. Parrerson. I have at one time been a member of the board of 
governors of the New York Curb Exchange, now the American Ex- 
change. I have been associated with the National Association of Se- 
curities Dealers, which is regulated under the 1934 act. I served on 
various committees and was a member of the board of governors and 
treasurer of the association, which I resigned from June 1, 1954. 

Senator Lenman, Have you any connections outside of those in 
association with financial] firms ? 

Mr. Parrerson. No, sir, I have not. 


Senator Lenman. We will insert this biographical sketch in the 
record, 


(The biographical sketch referred to follows :) 


BioGRAPHY OF HAROLD C. PATTERSON 


Residence: 913 26th Street South, Arlington, Va., since 1931. 

Born: Newport, R. I., March 12, 1897. 

Education: Randolph-Macon Academy, Front Royal, Va., 1907-13; George 
Washington University, 1915-18. 

United States Navy: Enlisted United States Navy Reserve, 1918; commissioned 
ensign, United States Naval Reserve, 1918; commissioned ensign, United States 
Navy, June 1919 ; resigned 1923. 


OCCUPATIONAL RECORD 


J. A. W. Iglehart & Co., investment bankers in Baltimore, Md., and Washington, 
D. C., 1923-30. 


Auchincloss, Parker & Redpath, Inc., investment bankers, 1930-31, Washing- 
ton, D. C. 

Auchincloss, Parker & Redpath, member New York Stock Exchange, Washing- 
ton, D. C., 1981, a general partner. Resigned from firm June 1, 1954. 

Securities and Exchange Commission, Director of the Division of Trading and 
Exchanges, June 15, 1954, to date. 


PROFESSIONAL ASSOCIATIONS 


National Association of Securities Dealers, Inc. : 
Chairman, district No. 11 District committee, 1948—44. 
Member, national uniform practice committee, 1945. 
Chairman, national uniform practice committee, 1946—49. 
Chairman, national uniform practice committee, 1952-53. 
Member, board of governors of the association January 1952 to June 1, 1954, 
resigned. 
Treasurer (1954 to June 1, 1954), resigned. 
Board of governors (New York Curb Exchange), now American Stock Exchange, 
1946-49. 
Member of Washington Stock Exchange, 1985-46, and board of governors, 1943-45. 
Member of Chicago Mercantile Exchange, resigned June 1, 1954. 
Member board of directors Stock Clearing Corporation of Philadelphia, resigned 
June 1, 1954. 
Bond Club of Washington and past president, resigned June 1, 1954. 
Fraternities: Kappa Sigma Fraternity (National) 1917. 
Family status: Married Dorothy P. Roland of Alexandria, Va., January 1919. 
Children: Harold ©. Patterson, Jr.. 35; Bradford M. Patterson, 28; James C. 
Patterson, 21. All served in armed services. 
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Senator Lenman. Can you tell us what you consider to be the pri- 
many function of the SEC? 

r, Parrerson, The primary functions of the SEC, I think, Sen- 
ator, stem from the fact that the act is primarily a disclosure act. It is 
our responsibility to see that the issuers, the underwriters, and so forth, 
make adequate and sufficient disclosure of information required under 
our statutes. Another important function is full disclosure of issuers 
under the 1933 act. Another important function we have is the broker- 
dealer registration requirements that is requiring broker-dealers to 
comply with all the acts and the rules that we have, which is primarily 
enforcement. 

Senator Leman. What do you think are the responsibilities of the 
SEC to protect the public in connection with security purchases? 

Mr. Parrerson. Protect the public against fraud and manipulation ; 
yes, sir. The act itself even tells what type of fraud and misrepresen- 
tations are a violation of the act. 

Senator Lenman. Do you interpret that in a narrow sense, just to 
follow the law? 

Mr. Patrerson. No, sir, I interpret it in a broad sense. 

Senator Lenman. We have had hearings on the security markets for 
some weeks, which are not completed as yet. During the course of 
those hearings, the question was raised as to whether there should not 
be the same regulation or a similar regulation in regard to unlisted 
securities and over-the-counter securities as those applied to listed 
securities. Have you given any thought to that? 

Mr. Parrerson. Yes, sir; I have. I agree with the full disclosure of 
information as required in the proposed bill. I am in sympathy with 
that. I think there should be full disclosure. As to the other parts 
of the bill as proposed, the Commission at the present time has been 
asked by the committee to make a comment on the bill. We are making 
a study of it in order to make such a comment, and I haven’t had a 
chance to form or express an opinion on that, sir, up to this point. 

Senator Lenman. Mr. Patterson, I do not ordinarily raise the ques- 
tion of political affiliation in the examination of nominees, but the law 
does provide that not more than 3 members of the SEC can belong to 
the ae eee and the other 2 members must belong to the minor- 
ity party. You are being, as I understand it, appointed as a represent- 
ative of the ee 


Mr. Parrerson. Right, sir. 
- ae LEHMAN. at has your relation been to the Democratic 
arty 


Mr. Patrrerson. In 1931, Senator, I became a resident of the State 
of Virginia, with my home there, and I qualified in that year as a regis- 
tered voter in the State. I have voted in practically every Democratic 
primary in the State, and in the general elections. I am a Democrat, 
sir. 

Senator Lenman. Have you been affiliated with any organization? 

Mr. Parrerson. No, sir. ; 

Senator Lenman. Activities? 

Mr. Parrerson. No, sir; I have never been active and engaged in 
politics. 

Senator Leuman. Are you a registered Democrat? 


Mr, Parrerson. No, sir; I am acregistered voter in the State of 
Virginia. 
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Senator Lenman. I will return to some further questions a little 
lateron. Senator Morse, have you any questions / ; 

Senator Morse, Mr, Chairman, I have a series of questions I want 
to put just for the record, because I think when you have an appoint- 
ment as important as this, the record ought to be perfectly clear for the 
full membership of the committee. 

May I make very clear to you, Mr. Patterson, that I ask these ques- 
tions only in order to get them into the record. 

Mr. Parrerson. Yes, sir. 

Senator Morse. It is true, is it not, from the time you left the Navy 
in 1923 until you became Director of the Division of Trading and Ex- 
changes of the Securities and Exchange Commission in 1954, you had 
been in the investment banking and brokerage business ? 

Mr. Parrerson. Yes, sir. 

Senator Morse. So your professional business background is a back- 
ground of work in the field of securities. 

Mr. Parrerson. Yes, sir. 

Senator Morse. Do I understand correctly, Mr. Patterson, that you 
have been a member of the governing body of the National Association 
of Securities Dealers ? 

Mr. Patrerson. Yes, sir. 

Senator Morse. For how long a time ? 

Mr. Parrerson. I was a member of the board of governors for 2 

rears, Sir. 
’ Senator Morse. Do you recall those years? 

Mr. Parrerson. Yes; January 1952 to June of 1954, 

Senator Morse. Is the chairman of that board an official that has a 
function that could be described as sort of a spokesman for over-the- 
counter dealers in the country ¢ 

Mr. Parrerson. I would say he represents them. The board of 
governors is a policy committee, of which he is the chairman, and they 
do represent the over-the-counter dealers. 

Senator Morse. Am I correctly informed that you were also a mem- 
ber of the board of governors of the Washington Stock Exchange for 
2 years and a member of the board of governors of the New York 
Curb Exchange, now the American Stock Exchange for 3 years? 

Mr. Patrerson. Yes, sir. 

Senator Morse. And your services in these capacities were again 
dealing with work in the field of securities. 

Mr. Patrerson. Yes, sir. 

Senator Morse. Do I understand correctly that the boards of gov- 
ernors of the exchanges generally act as the spokesmen for those 
exchanges ¢ 

Mr. er eeeaieee Yes, sir. 

Senator Morsz. At least the presidents of those exchanges do, and 
the members of the boards, too. 

Mr. Parrerson. Members of the board, too. 

Senator Morse. Are not the presidents of those exchanges respon- 
sible to the boards of governors of the exchanges? 

Mr. Parrerson. Yes, they are. 

Senator Morse. With those preliminary questions as to professional 
qualifications, do you feel that, having been a member of an industry 
all your business life, representing the industry in the field of securities 


ee 
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that are subject to the control of the Securities and Exchange Com- 
mission, that would not in any way limit you in representing the 
public in this appointment? so ’ 

Mr. Parrrrson. No, sir; I feel it will not, sir. 

Senator Morsg. You do not fee] that—— 

Mr. Parrerson. I intend to represent the public as a whole and not 
any particular group. 

Senator Morse. You do not feel that the fact that your professional 
business life was in the field of securities, subject to the regulation of 
the Securities and Exchange Commission, would in any way give you 
a biased point of view now asa member of the Securities and Exchange 
Commission that would favor the brokerage houses and not the public 

Mr. Parrerson. No, sir. ; 

Senator Morse. You do not think that your entire business back- 
ground might tend to cause you to defend the regulated industries 
in their practices, rather than place uppermost at all times the public 
interest ? 

Mr, Parrerson. No, sir; I do not. 

Senator Morsr. What was the position of the exchanges of which 

‘ou were an officer when the Securities and Exchange Act was proposed 
in the first place? Did they support it or did they oppose it? — 

Mr. Parrerson. I think the New York Stock Exchange originally 
opposed it. 

Senator Morse. Would you say that securities brokers, as a profes- 
sional class, generally oppose regulation ? 

Mr. Patrerson. No, sir; I think they are in entire sympathy with 
the act. 

Senator Morsr. Do they have a legislative record of encouraging 
regulation ? 

Mr. Parrerson. I think they have, sir. 

Senator Morse. Is it not true that the Chairman of the Securities 
and Exchange Commission at the present time comes from a large 
Chicago law firm, a great many of whose clients are subject to Com- 
mission rules and regulations? That Mr. Orrick, who was recently 
confirmed by this committee, comes from a large San Francisco law 
firm, and the record of his confirmation indicates that his firm repre- 
sented a great many brokerage firms and large registered companies ? 
That Mr. Goodwin, the third member of the Commission, was formerly 
a partner in Dillon, Reed & Co., an investment banking firm? And 
now you, the latest nominee, have this background of work on ex- 
changes, in connection with exchanges? r. Adams, a holdover, 
might be termed a representative of the public since he was formerly 
a State securities commissioner of Connecticut, but I find on page 923 
of the hearings on the stock market study that it is stated that his 
business background includes membership in an investment banking 
firm in Hartford.. With this business background of all these men 
on the Commission, this committee is confronted today with the fact 
that if you are confirmed, there will not be a single member of this 
Commission who really can be said to be a representative of the public 
from the standpoint of business background. The whole lat of you 
really have a professional backgroand of representing the securities 
industry ; is that not a fact ? 
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Mr. Parrerson. I think, Senator, in the past year I have represented 
the public as the Director of the Division of Trading and Exchanges. 

Senator Morse. Well, you mean you have had that position. 

Mr. Parrerson. Yes, sir. 

Senator Morse. But your whole professional background has been 
one of representing big business, and not the public. This business 
biography of yours does not show you in a position of representing 
the pues, but representing business houses ; does it not? 

Mr. Parrerrson. I don’t think that is true, sir. 

Senator Morse. Well, the record speaks for itself. There is no pub- 
lic position in your record. : 

will say, most respectfully, Mr. Chairman, what I am trying to 
point out here, I think, is another example of a government commis- 
sion that is being loaded by representatives of big business, rather than 
by representatives of the public. That is why I wanted these ques- 
tions on the record. 

In reply to the chairman, you pointed out that you moved to Vir- 
ginia in 1931; that you have been a registered voter in Virginia ever 
since. Can you tell the committee who first sponsored you for this 
position ? 

Mr. Parrerson. I was sponsored, I think, by a gentleman from 
Virginia. 

Senator Morse. Who? 

Mr. Parrerson. I was sponsored by the mayor of Alexandria, 
Marshall J. Beverley, who first spoke for me. 

Senator Morse. What participation, if any, did you take in the last 
Eisenhower campaign in 1952? 

Mr. Parrerson. None, sir. 

Senator Morse. You have told the chairman that you have not at 
anytime been active in any political activity in Virginia, other than 
that of a registered voter. 

Mr. Parrerson. That is right, sir. 

Senator Morse. That would be the sole basis of so-called political 
credentials you would offer showing that you fulfilled the bipartisan 
neguinomenne of the Commission in that you are a Democrat. 

Jo you recall what position the mayor of Alexandria in 1952 took 
in the 1952 campaign ? 

Mr. Parrerson. No, sir, I do not. 

Senator Morse. You don’t know whether or not he was active in it. 

Mr. Parrerson. Not to my knowledge, sir. I haven’t been active 
in politics. Hemay have been. -I assume he was, sir. 

nator Morse. But you do not know. 

Mr. Parrerson. No, sir. 

Senator Morse. This position as Director of the Division of Trad- 
ing and Exchanges to which you were appointed June 15, 1954, is that 
a supergrade position { 

r. Parrerson. I thinkitis,sir. Itisa Grade 16. 

Senator Morse. Is it a policymaking position? 

Mr. Parrerson, No, sir, it is administrative. 

Senator Morse, You were not appointed to it on the basis of any 
bipartisanship. 

a Parrerson. No, sir; not on any political basis. 

Senator Morse. You were appointed to it by a: Republican ap- 
pointing authority. 
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Mr. Parrerson, Yes, sir, the Chairman of the Commission. 
Senator Morse. You are sure this is not a policymaking position. 
Mr. Parrerson. I am pretty sure it is not, sir. It is administra- 
tive. "The Commission itself is policymaking. 
(The following was subsequently submitted for the record on Mr. 
Patterson :) 
MEMORANDUM 


WASHINGTON, D. C., June 8, 1955. 
The position of Director, Division of Trading and Exchanges was placed in 
schedule A by letter dated October 21, 1953, from the Chairman, United States 
Civil Service Commission to the Chairman, Securities and Exchange Commission. 
Schedule A covers positions other than those of a confidential or policy-deter- 
mining character for which it is not practicable to examine. 


WirtiaM E. Becker, 
Director of Personnel, Securities and Exchange Commission, 

Senator Morse. Did you need any kind of a political clearance for 
this position ¢ 

Mr. Patrerson. No, sir, not tomy knowledge. 

Senator Morse. To your knowledge, did the National Republican 
Committee ever approve your appointment to this position ¢ 

Mr. Parrerson. The Director of the Division / 

Senator Morse. That is correct. 

Mr. Parrrerson. Not tomy knowledge. 

Senator Lenman.. Did they approve your appointment as a member 
of the SEC? 

Mr. Parrerson. Yes, sir. I understand they were notified of the 
nomination and did not object. 

Senator Leuman. The eas committee ? 

Mr. Parrerson. I understand they did, sir—that is not object to it. 

Senator Lenman. But I understood that you were a Democrat. 

Mr. Parrerson. That is right,sir. Iam. 

Senator Lenman. What is the connection between the Republican 
committee and the appointment of a Democrat ? 

Mr. Parrerson. The only thing I know is you have to get clearance 
from the committee. They were notified. They did notobject. That 
is all I know, sir. 

Senator Leuman. That isa very interesting situation. 

Senator Morse. Mr. Patterson, you lived in Rhode Island before you 
moved to Virginia ¢ 

Mr. Parrerson. I lived in Rhode Island for 2 years. 

Senator Morse. What was your political registration in Rhode 
Island ? 

Mr. Patrerson. I didn’t have any, sir. 

Senator Morsr. Did you vote in Rhode Island ? 

Mr. Parrerson. No, sir. 

Senator Morse. You never voted in Rhode Island ¢ 

Mr. Parrerson. No, sir. 

Senator Morse. How many years did you live in Rhode Island? 

Mr. Patrerson. Two. 

Senator Morse. Where did you live prior to that ? 

Mr. Parrerson. I was born in Rhode Island, sir. 

Senator Morse. How old are you now? 

Mr. Parrerson. Fifty-eight, sir. 


65761-—65——2 
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Senator Morse. You went to Virginia in 1931. 2 

Mr. Parrerson. Yes, sir. I spent 7 years in the Navy, Senator. 

Senator Morse. You didn’t vote while you were in the Navy? 

Mr. Parrerson. No, sir. 

Senator Morse. There seems to be some concern on the staff about 
your answer to questions as to whether or not this present grade-16 
position of yours is a policymaking position, and am I clear that your 
testimony is; it is not 4 

Mr. Partrerson. So far as I know, sir, it is not. 

Senator Morse. Mr. Patterson, what are the functions of the Com- 
mission under the Public Utility Holding Company Act? 

Mr. Parrerson. I have a slight general knowledge of that, sir. It is 
provided for the simplification of holding company systems and oper- 
ating companies, which study and work, as I understand, has been 
nearly completed. 

Senator Morse. Do you find yourself in sympathy and in favor with 
the objectives of the act ¢ 

Mr. Parrerson. Yes, sir. 

Senator Morse. In answer to a question Senator Lehman put to you, 
that you believe in the broad interpretation of of the Securities and 
Exchange Commission Act, would you cite to the committee some ex- 
amples of what you consider to be a broad interpretation of the act. 

Mr. Parrerson. Well, I think, sir, when I referred to the broad 
principles of the act—I think there is an area between the ethical and 
the unethical that may not come completely under the act. I think 
unethical dealings with the public is just as much of a violation as 
anything else. And by that I mean broad interpretations of our rules 
and the act in connection with our enforcement. 

Senator Morse. That is all, Mr. Chairman. 

Senator Lenman. Senator Bennett. 

Senator Bennerr. You have testified that you did not believe that 
your position, a grade-16 position, was a policymaking position. Have 
you been consulted on any problems of policy since you have held that 
position ¢ 

Mr. Parrerson. I may have been consulted on some of them, yes, sir, 
only so far as advice is concerned, as to what was thought by the Divi- 
sion itself, the staff. 

Senator Bennerr. But your actual day-to-day work has been an ad- 
ministrative employee. 

Mr. Parrerson. Entirely, sir. 

Senator Bennerr. How many people do you have under your juris- 
diction ¢ 

Mr. Parrerson. I had originally 80 under me, sir, and now I have a 
total of 73. 

Senator Bennerr. And what was the particular function of these 80 
people ¢ 

Mr. Parrerson. There are two functions, sir. We have one branch 
of the Division which is the Enforcement Branch.. We have another, 
the Interpretive Branch, to interpret the Commission’s rules.. Then we 
have what is called a Financial Analyst Branch. Under that branch 
we have a section with the responsibility of regulation of exchanges. 
We have a Securities Violation Section where we keep records of 
security violations of one kind or another, sir. We have the Broker- 
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Dealer Registration Section, where we register brokers and dealers; 
they have to be registered in order to do business in securities. 

Senator Bennerr. These are all rather obviously administrative 
operations. 

Mr. Parrerson. Yes, sir, I think so, sir. 

Senator Bennert. No other questions, Mr. Chairman. 

Senator Lenman. Mr. Patterson, can you describe the functions of 
the Director of the Division of Trading and Exchanges. 

Mr. Parrerson. The Director of the Division is responsible for all 
of the activities and the administration of the 1934 act, the Invest- 
ment Advisers Act of 1940, and the prosecution of violaions under 
he 1933 act. I am administrative head of those activities. I also exer- 
cise supervision over our regional offices in connection with their 
investigations. 

Senator Lenman. Well, you came in, I think, in the grade of GS-16. 

Mr. Parrerson. That is right, sir. 

Senator Lenman. Is that not included in the C schedule of jobs, 
which are generally policymaking jobs ? 

Mr. Parrerson. It may be, Senator. I don’t know that to be the case. 

(The following was subsequently submitted for the record by Mr. 
Patterson :) 

MEMORANDUM 


WASHINGTON, D. C., June 8, 1955. 


The position of Director, Division of Trading and Exchanges was placed in 
schedule A by letter dated October 21, 1953, from the Chairman, United States 
Civil Service Commission to the Chairman, Securities and Exchange Commission. 

Schedule A covers positions other than those of a confidential or policy-deter- 
mining character for which it is not practicable to examine. 


WILLIAM BE. BECKER, 
Director of Personnel, 
Securities and Exchange Commission. 

Senator Lenman. Did you qualify or did you meet the qualifica- 
tions of civil service when you were appointed to that job? 

Mr. Parrerson. You mean did I take an examination? 

Senator Lenman. Yes. 

Mr. Parrerson. No, sir. 

Senator Lenman. Are you a member of the competitive civil service ? 

Mr. Parrerson. No, sir. 

Senator Lenman. Well, if it is not a policymaking job, why could 
not somebody come up through civil service and be appointed to that 
job? Wouldn’t that have been the natural thing? 

Mr. Patrerson. Well, it may involve policy recommendations, sir. 
To my knowledge, I do not think it is a policy-making job, sir. 

Senator Lenman. Were you recommended for this job by your 
former partner, Mr. Auchincloss? 

Mr. Parrerson. To what job, sir, the Director of the Division ? 

Senator Lenman. No. 

Mr. Parrerson. No, sir; I wasn’t recommended by Mr. Auchincloss, 
either for the Director of the Division or this appoinement, or any of 
my former partners. 

Senator Lenman. There are-two things—I want to be very frank 
with you—that really give me concern. What I am saying does not 
affect your personal integrity, but it is merely on a policy level. This 
is not a new thought of mine. I have pointed this out a great many 
times in hearings concerning appointees—that the appointees, the men 
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who were appointed—in most cases did not represent the public. I 
think that expert knowledge of the functions of the job for which the 
appointment is made is important. On the other hand, it seems to me 
that it is equally important, in all these positions, and in this position— 
in the National Labor Relations Board, the Wage end Hour Board and 
venene other boards—that there be reasonable representation of the 
ublic. 

7" Senator Morse has developed the fact that if you were confirmed in 
this position those who are the SEC Commissioners would not be repre- 
sentative of the public. Certainly the Chairman of the Board comes 
from a large Chicago law firm, a great many of whose clients are sub- 
ject to Commission rules and regulations. The member who was re- 
cently confirmed by this committee comes from a large San Francisco 
law firm, and the record, at his confirmation, indicates that his firm 
represented a great many brokerage firms and registered companies. 
Mr. Goodwin, the third member of the Commission, was formerly a 
partner of Dillon, Reed & Co., an investment banking firm. Mr. 
Adams, who is a holdover, it is alleged is a representative of the public, 
but from what Senator Morse has developed with his questions, his 
business background also included membership in an investment. bank- 
ing firm in Hartford. j 

Those affiliations were exclusively with securities firms in the securi- 
ties business, and not at all connected with the interests of the public. 

As I said, this is not a new thought on my part, a new fear that I 
am expressing. I have felt for a long time that almost all the appoint- 
ments that have been made to these boards represent just one interest, 
and that interest is not conneeted with the public interest. I am deeply 
concerned over it. I want you to know that—that has been very much 
in my mind. 

The other thing that gives me concern—and I think your testimony 
has been interesting—is that the law recites that the membership on 
this Commission cannot contain more than 3 of 1 party, the other 2 
being of the other party.. Whether that law, as written, was wise or 
not, the recognition of the nonpolitical consideration in the constituti- 
tion of the Commission, does not make any difference. That is the law. 
I think it was wise, and I do not think it has always been observed. 

It certainly was believed, when these various Commissions were 
constituted, that the point of view of the members would not constitute 
the point of view of just one party, but would constitute the point of 
view, where there was a difference of point of view, of both parties. 

Frankly, if a Democrat has to get the approval of the Republican 
State Committee, or the Republican Policy Committee—I am not sure 
who you testified approved your appointment—— 

Mr. Parrerson. I said the appointment was cleared, so far as I 
know, with the national committee. That is they were notified and 
did not object. 

Senator Lenman. The Republican National Committee. That 
gives me concern, because it seems to me that where a Democrat has 
to receive clearance by the Republican National Committee, when the 
law definitely states that he shall be a Democrat, or in the event that 
the Democrats were in power, would have to be a Republican—it seems 
to me that the need of clearance from the Republican National Com- 
mittee pretty well removes any indication that the man appointed is a 
Democrat. 
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Mr. Parrerson. Senator, may I say I have been cleared by the Sen- 
ators from my State of Virginia, Senator Robertson and Senator Byrd, 
before I was ever nominated, sir. 

Senator Lenman. I understand that. I have no objection, of course, 
to your obtaining the clearance of the two Senators from your State. 
But that is quite a different thing from obtaining the clearance of 
the Republican National Committee. I am getting at what I consider 
a complete subversion of the principle of nonpartisanship in these 
Commissions. There is no nonpartisanship when a minority member 
has to be cleared by the national committee of the majority party. 

I again want to say that I would not be wholly frank with you if 
I didn’t say I had great reservations about that. 

Senator Morse. May I ask a question? How do you know you have 
been cleared by the Republican National Committee ¢ 

Mr. Parrerson. I don’t know, sir. 1 have been told I was. 

Senator Morse. Who told you that? 

Mr. Parrerson. I was told so by a man by the name of Mr. Potter. 

Senator Morse. Who is he? 

Mr. Patrerson. He is in the Republican National Committee. He 
works there. That is all I know. 

Senator Morse. Does he have an official position in the Repub- 
lican National Committee ? 

Mr. Parrerson. I don’t know just what his position is. 

Senator Morse. Is he connected with the patronage clearances? 

Mr. Parrerson. He may be, sir. 

Senator Morse. So that there may be no doubt, Mr. Chairman, as to 
the purpose of my questions in the record, I want to say that—and I 
want Mr. Patterson to check me on this—there is no question but that 
his job as Director of the Trading and Exchanges Commission was 
filled by political appointment. As you have brought out, it is not in 
the competitive civil service, and it was a political appointment. As 
he has indicated his understanding, I think you can take judicial 
notice of it, this appointment was cleared by the Republican patronage 
organization. In other words, the appointment was made under a 
Republican administration to a Democratic political position, cleared 
by a Republican patronage committee. From that position it is pro- 
posed now to elevate him to the full Commission. 

It raises in my judgment a question as to whether or not we are deal- 
ing with a person who is a representative of the Democratic Party or 
dealing with a person who claims to be a Democrat but was cleared by 
a Republican patronage committee. The question goes to the heart 
of the purpose of a bipartisan commission. 

I have no further questions, 

Senator Lenman. I would like to say this, Mr. Patterson. I have 
no objection at all, if the President wants to appoint a man as Am- 
bassador or as a judge or any one of the hundreds of other positions 
for which he has the power of appointment, if he gets the recommen- 
dation of the Republican committee or the Democratic committee or 
both. But we are dealing here with a bipartisan commission, a com- 
mission that is supposed to be bipartisan. I think that the provision 
that these boards should be bipartisan has been flagrantly disrespected. 
They have certainly called a man a Democrat when he was a Republi- 
can—if he lives in a State and said he voted, that made him eligible. 
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I just do not understand why, if a man is appointed to a bipartisan 
board, as a representative of the Democratic Party, he requires or 
should have the approval of the Republican National Committee. You 
said that you received the approval, I think, of Mr. Potter. bad 

Mr. Parrerson. I was told that, sir. That they had been notified 
and they did not object. 

Senator Lenman. Isn’t Mr. Potter the assistant to the chairman of 
the Republican National Committee ? 

Mr. Parrerson. I don’t know, sir. 

Senator Lenman. I am informed he is. 

Senator Morse. May I ask a question at this point. Do you know 
whether or not you were cleared by the National Democratic Com- 
mittee ? 

Mr. Parrerson. No, sir; I do not. 

Senator Morse. You said that as far as you know, you were first 
sponsored by the mayor of Alexandria. 

Mr. Parrerson. Yes, sir. 

Senator Morse. You were not first sponsored by either one of the 
Democratic Senators from Virginia. 

Mr. Parrerson. Well, the mayor of Alexandria spoke to the Demo- 
cratic Senators on my behalf. 

Senator Morse. Was that before or after your name in connection 
with this position became publicly known ¢ 

Mr. Parrerson. I think that was before, sir. In fact, I know it was 
before. 

Senator Morse. What was the motivating interest of the mayor of 
Alexandria in your appointment ? 

Mr. Parrerson. I think primarily my qualifications, experience, and 
background. 

Senator Morse. What associations have you had with the mayor of 
Alexandria that would give him a knowledge of your experience and 
background ? 

Mr, Parrerson. Only that we know each other and we have mutual 
friends who have told him of my background. 

Senator Morse. Was the mayor of Alexandria at any time one of 
your customers / 

Mr. Parrerson. I don’t recall that he was, no, sir. 

Senator Morsr. Do you know of any business connections of the 
mayor of Alexandria in connection with securities ? 

Mr. Patrerson. No, sir. 

Senator Morsr. That is all, Mr. Chairman. 

Senator Lenman. I think that will be all, Mr. Patterson. 

Mr. Patrerson. Thank you. 

Senator Leaman. Thank you very much, 

( Whereupon, at 11: 50 p. m. the subcommittee recessed.) 
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FRIDAY, JULY 22, 1955 


Unrrep Srates Senate, 
ComMITTER ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met in room 301, Senate Office Building, at 11:05 
a. m., Senator J. W. Fulbright, chairman of the committee, presiding. 

Present : Senators Fulbright, Robertson, Frear, Lehman, Monroney, 
Morse, Capehart, Ives, Bush, and Beall. 

The Cuarrman. We have this morning the nomination of Mr. Harold 
C. Patterson, of Virginia, to be a member of the Securities and Ex- 
change Commission, his term to expire June 5, 1960. Mr. Patterson, 
will you come forward. The committee would like to meet you, sir. 
Sit down, please. 

The Senator from Virginia would like to introduce Mr. Patterson 
to the committee. 

Senator Rozerrson. Mr. Chairman and gentlemen of the commit- 
tee, it gives me pleasure to introduce my constituent, Mr. Patterson, 
who has been nominated by the President for membership on the 
Securities and Exchange Commission. 

Mr. Patterson has had a wide and varied experience in the type of 
work that he will be called upon to do as a member of this Commis- 
sion. I can assure the members of the committee that Mr. Patterson 
has a very splendid reputation, and we in Virginia feel that he is ex- 
ceptionally well qualified with regard to the duties of this office. 

he question has been raised, as I understand it, in the subeommit- 
tee, of which I am not a member, that perhaps in the past he had 
some clients whose interests were against those that he may now be 
called upon to administer. But I can assure you that the loyalty with 
which he served his clients when he was in private practice will char- 
acterize his service to the public and he will be loyal without any 
question to the public duty. 

That is all I wish to say. 

Senator Morse, Mr. Chairman, could we have a transcript avail- 
able for the full committee of the hearings before the subcommittee. 

Mr. Watxace. It is being gotten now. 

The CuamrMan. Would anyone like to ask Mr. Patterson some ques- 
tions? 

Senator Carenaryr. I do not believe I have any. I have not seen 
the transcript of the subcommittee. You live in Virginia? 

Mr. Parrerson. Yes, sir. 

Senator CapEenarr. You will be appointed as a Democratic member. 
of this bipartisan board ¢ 

Mr. Parrerson. Nominated by the President, sir. 

13 
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Senator Carenartr. You have been a member of the Securities and 
Exchange Commission. 

_Mr. Parrerson. I am Director of the Trading and Exchange Divi- 
S10Nn, SIr. 

Senator Carenart. That is what I say. You have been associ- 
ated with the Securities and Exchange Commission. 

Mr. Parrerson. I am now associated with them. 

Senator Carenart. How long have you been there ? 

Mr. Parrerson. I came in June 15, last year. 

Senator Carpenart. I think that is all, Mr. Chairman. 

The CHarrman. The gentleman from New York. 

Senator Leuman. Mr. Patterson, may I say at the outset that I hope 
that you will believe that nothing I may say here today is intended to 
reflect either on your integrity or your character. 

Mr. Patrerson. Yes, sir. 

Senator Lenman. But as you know, I am very deeply interested in 
certain principles.’ I believe that the principle involved in your nomi- 
nation and in the structure of the whole Board of the SEC is one of 
national interest. I have long taken the position publicly on many 
occasions, as a matter of fact, that the public should have representa- 
tion on all independent agencies, particularly those of a quasi-judicial 
character. I have also taken the position that a bipartisan board 
should be actually bipartisan, not just one that recognizes the technical 
conditions. Also I believe, and strongly believe, that independent agen- 
cies should be free of executive control—should actually be free. 

The Securities Exchange Commission consists of four members at 
the present time. If you are confirmed, of course, the full quota of 
members will be filled. 

Will you tell us which one of the present members represents the 
public? The testimony which was adduced at the last hearing would 
indicate that all the present members, and you, if you are confirmed, 
had had close connections with security houses or with members of 
law firms which still have close connections with security houses. 

Senator Roserrson. Mr. Chairman, I want to make a point of order 
there. I must object to the way that question is framed, because of 
necessity it will require the witness to indicate that there are some 
members of that Commission that do not represent the public, that do 
not discharge their duties properly. I do not think the witness should 
be put in the position of saying which member represents the public. 

If the Senator from New York feels there is some member on there 
now that does not represent the public, he should specify that, but 
not ask this witness to indicate that there will be some on there who 
will not. represent the public, but will side with the big-business inter- 
ests against the best interests of the public. 

J just object to the way that question is framed. 

Senator Lenman. May I say that I was giving the witness an op- 
portunity to point out which one of these members, if any, repre- 
sented the public interest. It is my strong conviction that none of 
them represents the public interest. 

The CuarrMan. May I say I think the witness is perfectly able to 
take care of himself. He can say whether they represent the public 
or not. I do not know why it is an ob steaahln question. You may 
not approve of the way he frames it. But I think the witness can an- 
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swer that if he cares to. I would like to see what the witness’ reaction 
to that kind of question is. You may object to the way he put it. But 
I see nothing the witness cannot take care of, just as the Senator from 
Virginia can decide whether a man represents the public or repre- 
sents big business. All I understand the Senator to mean is, they have 
been closely identified with the investment business. Is that not right ? 

Senator Leuman. That is quite correct: 

Senator Carenart. Will the Senator yield ? 

The Cuarrman. I wonder if we cannot let the witness say some- 
thing. Weare here totry to get acquainted with him. 

Senator Roserrson. I withdraw the point of order. 

Senator Careuarr. I think we ought to have an explanation of 
what is meant by the question. You do you want his personal opin- 
ion of them. You want to know their former backgrounds, isn’t that 
what you want ? 

The Cratrman. It is quite clear—whether or not they have been 
identified with the investment business. You have been a partner in 
a firm. 

Mr. Parrerson. Yes, sir. 

The Cuarrman. Therefore, you have had long experience in the 
investment business. 

Mr. Parrerson. Yes, sir. 


Senator Capenart. What you want is their former background, 
rather than their actions since they have been on the Board. 

Senator Lenman. I will narrow this discussion by quoting from 
testimony that was given in response to questioning at the last meet- 
ing, the meeting of the subcommittee. I will read from a statement 
which was made by the distinguished Senator from Oregon as follows: 


Senator Morse. Is it not true that the Chairman of the Securities and Ex- 
change Commission at the present time comes from a large Chicago law firm, a 
great many of whose clients are subject to Commission rules and regulations. 
That Mr. Orrick, who was recently confirmed by this committee, comes from a 
large San Francisco law firm, and the record of his confirmation indicates that 
his firm represented a great many brokerage firms and large registered com- 
panies. That Mr. Goodwin, the third member of the Commission, was formerly 
a partner in Dillon, Reed & Co., an investment banking firm. And now you, the 
latest nominee, have this background of work on exchanges, in connection with 
exchanges. Mr. Adams, a holdover, might be termed a representative of the public 
since he was formerly a State securities commissioner of Connecticut, but I find 
on page 923 of the hearings on the stock market study that it is stated that his 
business background includes membership in an investment banking firm in 
Hartford. With this business background of all these men on the Commission, 
this committee is confronted today with the fact that if you are confirmed, 
there will not be a single member of this Commission who really can be said to 
be a representative of the public from the standpoint of business background. 
The whole lot of you really have a professional background of representing the 
securities industry, is that nota fact? 


You recall that question. 

Mr. Parrerson. I recall that. 

Senator Leaman. With that to refresh your memory, I would be 
very glad indeed to have you point out which, if any, of these men 
really represents the interests of the public. 

Mr. Patregson. Senator, do you want me to answer that? 

Senator Capenart. Mr. Chairman, I have to object when you say 
“the interests of the public,” because I do not think we ought to by 
inference indicate that any of these men are not representing the public 
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or the Government. I have no objection to all the questions in the 
world on the basis of their pools but I do not think we have 
any right to infer here that any of those people are not properly repre- 
senting the people or the Government. De we know of any instances 
in which they are not? 

The Cuarman. This is simply a hearing for the committee to get 
acquainted with the witness. I cannot see why we cannot let the wit- 
ness make an observation on his own behalf. 

Senator Ropertson. I assume this is along the lines of what we 
sometimes have in Virginia. There will be an announcement of a man 
who runs for the legislature and he says “I am a dirt farmer, I know 
the problems of the farmer. I ought to be elected to make the laws 
for the farmer.” He might not be able to correctly interpret any law 
in the statute books, but he is a dirt farmer and therefore he ought 
to be picked because he is a dirt farmer. 

Maybe this question means if we get a farmer who has been burnt by 
some slick we salesman and has the attitude of a farmer burnt that 
way, we would have better administration of the SEC laws, even 
though he might not know what is involved. 

The Carman. Mr. Patterson, do you object to answering this 
question ¢ 

a Parrerson. The only thing I can do is form an opinion on the 
subject. 

The Cuatrman. Do you think it would incriminate you to respond 
to that question? Why don’t you go ahead and make your own 
observation ¢ 

Mr. Parrerson. Mr. Chairman, I have been in the Commission a 
little over a year. I know the Commissioners. I have worked with 
them, sir. It is my opinion that they all represent the public interest, 
and that I would represent the public interest if I were confirmed. 

The CHarrMan. Go ahead. Develop that. 

Senator Roserrson. Have any of them shown a bias in favor of any 
investment bankers at some point who wanted to float improper securi- 
ties at the expense of the investing public? 

Senator Busu. Mr. Chairman, could I ask the witness a question at 
this point. Don’t you think that your knowledge of the securities 
business will enable you to represent the public interest better than if 
you did not have any? 

Mr. Parrerson. That is right. 

Senator Busx. In a highly specialized commission, such as the 
Securities and Exchange Commission—its name implies you ought to 
know something about the securities and exchange business. Other- 
wise you could not represent the public interest. 

Mr. Parrerson. That is right. 

Senator Busu. Is that a fair statement? 

Mr. Parrerson. Yes, sir. 

The Cuarmman. That is a proper question. I have no objection to 
it. But it does seem to me that the nominee can formulate his own 
views. Why can’t we give him an opportunity to tell us what he thinks 
about it. 

Senator Busn. I agree with the chairman that we ought to, and all 
I am trying to do is help him a little bit. 

The CuarrMan. I was hopeful he could help himself a little. We 
are going to rely on him if he is appointed. 
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Senator Busn. He is not used to sitting before a big group of Sen- 
ators here. 

The CHarrman. Well, for some reason or other, they do not seem 
to be disposed to let him have a say. I am only trying to help him 
have his own say. Would you not care to volunteer a statement 
about your own background for the information of the committee 
and then maybe we can get to this. 

Mr. Parrerson. Senator, before I came to the Commission a year 
ago, I had been very active in the National Association of Securities 
Dealers, since 1942. All of the gentlemen here are familiar with that 
association, which is registered under our statutes. In 1942 I became 
a member of the district committee. The district committees are re- 
sponsible for the enforcement of rules and regulations of the associa- 
tion having to do with fraud, manipulation, unfair dealings with cus- 
tomers and all sorts of things. 

For 2 years of that 3, I was the chairman of that committee, sir. 
That committee has jurdisdiction over members in Maryland, D. C., 
Virigina, North Carolina, and West Virginia. During that time, sir, 
there was filed by that district committee eight complaints of various 
sorts of violations of the rules of our association regarding dealings 
with customers, cutomers’ securities and whatnot. Of those 8 cases 
that came before my committee, 5 of them were expelled and 3 of them 
were given other sentences. There was an appeal to the board of gov- 
ernors on the decisions my committee recommended, and I was upheld 
in every case. In one case there was an appeal to the Securities and 
Exchange Commission, and the Securities and Exchange Commis- 
sion refused to review it. In another case, the Securities and Ex- 
change Commission revoked the registration of this particular dealer 
who had been expelled by our association. 

That is my record of action taken in the public interest and for the 
protection of investors prior to my coming to the Commission. 

My record since I have been in the Commission, sir, I think is pretty 
good, If you would like me to review that, I will be glad to. 

The Cuatrman. Briefly. 

Mr. Parrerson. All right, sir. In the last year we have had in the 
Commission about 360 cases that we have opened up of suspected vio- 
lations. During the year we have revoked, or denied registration to 
nearly 65 brokers and dealers on recommendation of my division. We 
have entered civil judgment to restrain violations in the courts of some 
nearly 30 people, violations of our acts. We have referred to the 
General Counsel’s Office 8 criminal references in the past year. 

That gives you a brief background. And I might say, Senator, that 
work we have done in the last year exceeds the previous year, 1953. 

The Cuarrman. Do you still have any association with private com- 
panies ? 

Mr. Parrerson. Not a thing, sir. 

The Cuarrman. Do you own any stock in companies that would be 
subjection to the jurisdiction of the Commission. 

r. Parrerson. No, sir. 
The Cuarrman. None at all. 
Mr. Parrerson. No, sir, I have severed my relations with the firm; 


completely out of everything that has to do with the securities busi- 
ness. 
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_ Senator Leaman. Mr. Chairman, I have not finished my question- 
ing. 

The Cuarrman. I want to try to get it back on the track. 

Senater Robertson, do you have anything further? 

Senator Rosertson. No. 

The Cuatrman. The Senator from New York. 

Senator Lenman. I want to make an observation first. When these 
independent agencies were set up, it was generally understood and 
believed, reasonably believed, that they would actually be independent 
agencies, that they would represent the various interests that might 
be taken up by the Commissions. We have unfortunately gotten awa 
from that in most of these agencies. They are almost all, those wit 
which I have become familiar, manned by people with just one kind 
of experience—not public experience, not service to the public, but 
representative of just one interest, which has become dominant in the 
administration of these commissions. 

I have read the record of the other four present members of the 
SEC. Will you tell us, Mr. Patterson, your background prior to your 
appointment as Director of the Division of Trading and Exchanges? 
How long were you connected with the securities business? What firms 
or organizations were you associated with or connected with? 

Mr. Parrerson. I first entered the securities business, Senator, 
about 1923. I had been in the United States Navy for 7 years. Prior 
to that time I was a commissioned officer in the Regular Navy, and I 
resigned and entered the securities business. I have only been as- 
sociated with two firms in all of that time. The first firm I was 
associated with was a firm in Baltimore, from which I resigned in 1930. 
And I helped to form the firm of Auchincloss, Parker & Redpath 
here in Washington in 1931. That firm is still in existence, and I have 
been a partner in that firm ever since. 

Senator Lenman. You are not a partner now ? 

Mr. Parrerrson. No, sir, I resigned. 

Senator Lenman. When did you withdraw from the firm ? 

Mr. Parrerson. I resigned June 1, 1954, 2 weeks before I came to 
the Commission. 

Senator Leman. You have been in the securities business, closely 
connected with securities firms or with exchanges, for the past 32 
years. 

' Mr. Parrerson. That is right. 

Senator Leuman. You also were a member of the board of gover- 
nors of the New York Curb Exchange, were you not ? 

Mr. Partrerson. At one time. 

Senator Lenman. That is now the American Stock Exchange. You 
have been associated with the National Association of Securities Deal- 
ers, which is regulated under the 1934 act. 

Mr. Parrerson. I just explained my association. 

Senator Lenman. You have served, I believe on various committees. 
You were a member of the board of governors and treasurer of that 
association. 

Mr. Parrerson. That is right. 

Senator Lenman. Until your resignation in June 1954. 

Mr. Parrerson. That is right. 
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Senator Leuman. Do you feel that independent agencies should 
be actually independent? 

Mr. Parrerson. I absolutely do, sir. 

Senator LenomMan. Do you think the SEC is independent of executive 
control 

Mr. Parrerson. In my opinion, I think it is, sir. 

Senator Leaman. Do you know that the commission has been ad- 
vised and requested to do things by members of the staff of the execu- 
tive department and that those requests were acceded to? 

Mr. Parrerson. Senator, the only thing I know about that is what 
I read in the newspapers. 

Senator Lenman. Well, do you doubt the statement I made? 

Mr. Parrerson. Sir, I have no knowledge of it. My work in the 
Division is purely administrative. 

Senator Leuman. You doubt the testimony that the Chairman of 
the Commission gave before a committee of Congress to the effect that 
he was requested to postpone hearings by the assistant to the Presi- 
dent, Governor Adams. 

Mr. Parrerson. I do not deny that. 

Senator Lenman. I would hike to put that in the record. Here is 
an article from the Washington Post, dated July 21, which reads in 
part as follows: 


When Armstrong claimed the privilege on whether or not Adams had also 
mentioned the pending Dixon-Yates legislation—which the administration was 
anxious to have passed—Kefauver told him to go down and have another chat 
with Brownell. The Adams-Armstrong phone call is considered crucial because 
it succeeded in keeping Adolphe H. Wenzell from testifying before the House 
approved a $6.5 million appropriation for the Government’s half of a prospective 
Dixon-Yates transmission line. 


It goes on: 


Under questioning, Armstrong also said he had not mentioned this in putting 
Adams’ postponment request before his fellow Commissioners, 

Did Adams suggest the omission? Kefauver asked. 

“Gosh, I don’t know,” Armstrong replied, Then he added: “It’s possible.” 

Armstrong also said the reasons for the postponement had been publicly ex- 
plained as “procedural” because “Mr, Adams was the assistant te the President 
of the United States and he had a very great interest in this matter—very 
great—very, very great. 

Armstrong added when he phoned Adams to tell him the SHC had complied 
with his postponement request, “He said ‘Thanks’ and hung up.” 


I ask permission to place this entire article in the record. 
The Cuarrman. Without objection, it is so ordered. 
(The article referred to follows :) 


{Washington Post, July 21, 1955] 
SEC CuHrer AND KEFAUVER CLASH AGAIN 
SENATOR REFUSES “TO PLAY CAT AND MOUSE” ON PRIVILEGE 


(By Warren Unna, staff reporter) 


Securities and Exchange Commission Chairman J. Sinclair Armstrong and 
Sen. Estes Kefauver (Democrat, Tennessee) again tangled yesterday over how 
much interagency conversation within the executive department is “privileged”’- 
from congressional scrutiny. 

Armstrong, after a week of thinking it over, decided to tell Kefauver’s Anti- 
trust and Monopoly Subcommittee that Presidential Assistant Sherman Adams 
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did mention a Dixon-Yates appropriations bill which the House was about to 
vote on when he asked Armstrong to postpone a key SEC hearing on Dixon-Yates 
matters last month. 

But Armstrong flatly refused to tell Kefauver whether he and Adams decided 
on just how much of their Dixon-Yates discussions could be revealed to Congress. 

“I think that would be completely privileged. It has nothing to do with pro- 
ceedings before the SEC,” the unsmiling SHC Chairman said vehemently. 

“Mr. Armstrong,” Kefauver shouted, “we don’t intend to sit here and play 
cat and mouse with you. We don’t intend to take your judgment on whether 
matters are releyant or not * * * . This conversation (with Adams) related 
to the Dixon-Yates deal and had nothing to do with the housekeeping functions 
of your Commission.” 

When Senator Everett M. Dirksen (Republican, Illinois) suggested “the ques- 
tion of privilege ought to be respected” and Armstrong should have a chance 
to confer with the Attorney General Kefauver snapped: “We can’t sit here 
all summer * * * having to defer our testimony for him to go down to the 
Attorney General.” : 

Then Kefauver added: “There is not a quorum of the committee here to 
take action but I can assure you, Mr. Armstrong, this is a very alarming and 
distressing position and I only hope that you are going to reconsider.” He 
told the SEC Chairman to report back at 2 p. m. today with the answers. 

Last week, Kefauver had threatened Armstrong and his fellow Commissioners 
with contempt of the Senate if Armstrong didn’t disclose whether or not the 
White House had stepped into the SEC’s quasi-judicial SEC hearing. 

Armstrong returned next day with a letter from Attorney General Brownell 
permitting him to say Sherman Adams had requested the SEC hearing postpone- 
ment. 

When Armstrong claimed the “privilege” on whether or not Adams had also 
mentioned the pending Dixon-Yates legislation—which the administration was 
anxious to have passed—Kefauver told him to go down and have another chat 
with Brownell. 

The Adams-Armstrong phone call is considered crucial because it succeeded 
in keeping Adolphe H. Wenzell from testifying before the House approved a $6.5 
million appropriation for the Government’s half of a prospective Dixon-Yates 
transmission line. 

Wenzell has been accused by Kefauver of playing a “dual role” in the spring of 
1954; a Budget Bureau “consultant” on the $107,250,000 Dixon-Yates contract at 
the same time he was vice president and director of the First Boston Corp., a 
New York investment house, which ended up as Dixon-Yates’ financing agent. 

Wenzell, in previous testimony this week, has denied the conflict of interests. 

Yesterday, SEC Chairman Armstrong did decide to say that Sherman Adams, 
in requesting postponement of Wenzell’s appearance, also mentioned: “I’ve got 
another problem, too, this week. That’s the appropriations before the House of 
Representatives.” 

Under questioning, Armstrong also said he had not mentioned this in putting 
Adams’ postponement request before his fellow commissioners. 

“Did Adams suggest the omission?” Kefauver asked. 

“Gosh, I don’t know,” Armstrong replied. Then he added: “It’s possible.” 

Armstrong also said the reasons for the postponement had been publicly ex- 
plained as “procedural” because “Mr. Adams was the assistant to the President 
of the United States and he had a very great interest in this matter—very 
great—very, very great.” 

Armstrong added when he phoned Adams to tell him the SEC had complied 
with his postponement request, “He said ‘thanks’ and hung up.” 

Commented Senator Joseph C. O’Mahoney (Democrat, Wyoming) : “The matter 
is so clearly wrong that it speaks for itself. Executive interference in a quasi- 
judicial proceeding is without justification.” 

Adams himself has been invited by Kefauver to testify before Congress on his 
SEC phone calls. Kefauver sent him a letter by messenger Monday, explaining he 
thought Adams would like to come in view of the President’s announced desire 
to make an “open book” of the entire Dixon-Yates’ affair. 

A White House spokesman said last night Adams had not yet made any decision 
but he was certain not to “ignore” the letter. 

Kefauver also has summoned as a witness today Brig. Gen. Kenneth B. Fields, 
Atomic Energy Commission general manager. — 

“They have plenty of time to comply with this request * * * I don’t intend to 
be put off indefinitely by these men in the AEC,” the Senator declared. 
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There was some conjecture that Kefauver wants the AEC data to see if the 
names of Wenzell and the First Boston Corp. had been bluepenciled out from 
the Commission’s Dixon-Yates records. 

Senator Leuman. I notice inthe New York Times this morning that 
the Antimonopoly Subcommittee indicates the following : 

The subcommittee was told that Ralph H. Demmler, then Chairman of the 
Securities and Exchange Commission, attended a White House conference where 
plans for the Dixon-Yates financing were discussed. 

Well, is it not a fact that that contract had to go before the SEC / 

Mr. Parrerson. I think that was true, sir. 

Senator Leuman. Do you think it is proper procedure that the 
Chairman of the SEC, which was required to pass on the contract, sat 
in during the discussion or negotiations in the executive department, 
at which the contract was under consideration ¢ 

Mr. Patrerson. Senator, I might say, sir, that this problem does not 
come under the provisions under which I have been operating. This 
is entirely without my province as Director of the Trading Division. 
How 1 would have acted had I been a Commissioner may have 
been something different. But I have no knowledge of anything, ex- 
cept what I read in the newspaper. 

The Cuairman. Mr. Patterson, I think what the Senator is looking 
for is your attitude toward this kind of request. In this instance, of 
Mr. Adams’ for delay. If you were a Commissioner, what would be 
your attitude toward such a request? I think that is a legitimate 
question. 


Mr. Parrerson, I would think my attitude would be clearly inde- 
pendent. 


The CuatrmMan. It would be independent. 

Mr. Parrerson. Yes, sir. 

The Cuatrman. I do not wish to put words in your mouth, but is it 
fair to say if you were requested, you would not feel in any way bound 
to respect that request ¢ 

Mr. Parrerson. I certainly would not. 

The Cuarrman. You think it ought to be operated completely as an 
independent agency. 

Mr. Parrerson. Yes, sir. 

The Cuareman. I think that is what you are seeking. 

Senator Leuman. Yes; it is, entirely. 

Mr. Parrerson. The Securities and Exchange Commission is set up 
by the Congress, they are responsible to the Congress, and they are not 
responsible to the executive branch of the Government. They are 
responsible to the Congress only. 

he Cuargman. I think that is what the Senator is seeking. 

Senator Lenman. I am going to yield now for questioning by my 
colleagues, although I will have further questions a little later on. 
But I want to make one observation with regard to that. 

To me, there is something very sinister, frightening, in the fact that 
the executive department seeks to control these agencies. 

When I was Govern of the State of New York, I would never have 
thought of interfering with or trying to control the decisions or the 
judgment of independent agencies of the State, such as the public 
service commission, the State tax commission, the labor relations board, 
the State board of mediation, or the courts. Yet that is just what has 
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been happening in connection with the SEC. I think it is something 
that we have a great responsibility for, because, after all, the SEC is 
our responsibility. ; 

Mr. Chairman, I will yield the floor temporarily. 

The Cuarrman. The Senator from Oklahoma. 

Senator Monroney. No questions. 

The Cuarrman. The Senator from Oregon. 

Senator Morse. I am willing to stand on the record made before the 
subcommittee, with but 1 or 2 questions this morning. 

Mr. Patterson, would you tell the committee who first approached 
you with a proposal to accept a position June 15, 1954, on the Securi- 
ties and Exchange Commission, as head of the Division of Trading 
and Exchanges. 

Mr. Parrerson. Who first approached me, sir? Chairman Demm- 
ler of the Commission. 

Senator Morse. Did anybody else talk to you about that appoint- 
ment other than the Chairman. 

Mr. Parrerson. You mean was I interviewed by anybody else? 

Senator Morse. Yes. 

Mr. Parrerson. Yes, sir; all the Commissioners. 

Senator Morse. Did anyone in the field of politics discuss the mat- 
ter with you ? 

Mr. Parrerson. No, sir; not at all. 

Senator Morse. Was it at that time that you agreed to sell whatever 
stocks you had ¢ 

Mr. Parrerson.I agreed to retire from my own firm, sell all the 
stocks I had, if any, and at the same time sever any connections that 
I had with the securities business whatsoever, which I have done, sir. 

Senator Morsr. Did you have some stocks at the time? 

Mr. Parrerson. I had an interest in some stock in the firm. 

Senator Morse. Did you sell them ? 

Mr. Parrerson. They soldthem. They liquidated them. 

Senator Morse. The firm liquidated them ? 

Mr. Parrerson. Yes, sir. 

Senator Morsr. Did any of them go to any of the members of your 
family ? 

Mr. Parrerson. No, sir. 

Senator Morse. One more question, Mr. Patterson. Senator Leh- 
man discussed the Adams incident. Suppose Mr. Adams had exer- 
cised this influence of which Senator Lehman speaks on you. Would 
you fee} that such a move on his part should be made public? 

Mr. Parrerson. My answer to that, I would think, would be, Sena- 
tor, that I would determine in my own mind as to whether I would 
accept it. 

Senator Morse. That is what I am trying to determine, what your 
own mind would dictate would be your course of action. 

Mr. Parrerson. As I stated a minute ago, I feel that I would be en- 
tirely independent, that I would not feel any obligation to accept his 
request. 

Senator Morse. Suppose Mr. Adams exercised or attempted to exer- 
cise that influence on you. Would you make knowledge of it public 
or keep it to yourself ? 

Mr. Parrgrson, I think I would make the knowledge public. 
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Senator Morse. That is all, Mr. Chairman. 

The Cuarrman. Any other questions? Does the Senator from New 
York want. to resume ? 

Senator Lenman. I just want to ask one question again, although it 
was discussed in the hearing of the subcommittee. As you know, this 
is supposed to be a bipartisan Commission. I withdraw the phrase 
“is supposed to be.” It is by law a bipartisan Commission. 

Mr. Parrerson. Right, sir. 

Senator Lenman. The law provides that not more than 3 of the 5 
members can be of one party and the other two presumably would be 
of the other party, in this case, the Democratic party. Is my recollec- 
tion Soarece that Goes you were nominated—you are a Democrat, are 
you not ! 

Mr. Parrerson. Yes, sir. 

Senator Lenman. Am I correct in my recollection that before your 
nomination was sent in, that your name had to be cleared by the chair- 
man of the Republican National Committee ? 

Mr. Parrerson. I was informed, sir, that they were notified. 

Senator Lenman. That what? 

Mr. Patrerson. That they were notified of my nomination. 

Senator Lenman. I thought your testimony was that it was cleared. 

Mr. Parrerson. Well, my phrase may have been that. I have no 
knowledge as to why they were notified. 

Senator Lenman. But is it your belief that if the chairman of the 
Republican National Committee had not approved your name, that 
you would have been nominated by the President ? 

Mr. Patrrerson. No, sir; I would not think that. 

Senator Lenman. So that your nomination was dependent on the 
good will.of the chairman of the Republican National Committee. 

Mr. Parrerson. That I have no knowledge of, sir. 

Senator Leuman. You think that constitutes a bipartisan board 
when nominations are made that way—a truly bipartisan board ¢ 

Mr. Patrerson. I can only answer you, Senator, to tell you I am not 
a member of the Republican Party. I am a Democrat. 

The Cuarrman. Mr. Patterson, did you support the Democratic 
nominee for President in 1952? 

Mr. Patrerson. No, sir. 

The CuarrmaNn. I’m sorry to interrupt you. 

Senator Lenman. I am through. 

The Cuarmman, Any further questions? 

Mr. Parrerson. May I answer a little further on that. I supported 
every Democratic candidate for the State, Governor, in our local elec- 
tion—the State of Virginia. 

Senator Monroney. Were you recommended by the Democratic 
State chairman or any other Democratic office holders for this job? 

Mr, Parrerson. Not to my knowledge, sir. 

Senator Monroney. In other words, as far as you know, the clear- 
ance for this position originated with the Republican National Chair- 
man. 

Mr. Parrerson. No, sir. You mean my sponsor ? 

Senator Monroney. Sponsirship for the Commission. 

Mr. Patrerson. No, sir, it was not. 
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Senator Monroney, Who did it originate with? 

Mr. Parterson. My sponsor, as I testified, was a gentleman from 
Virginia who had been a friend of mine, and he called up the two 
Senators from Virginia and recommended that they support my nomi- 
nation, if the President nominated me. 

Senator Carrnart. Who was the gentleman who sponsored you? 

Mr. Parrerson. Beverly Marshall, sir. 

Senator Carpenartr. Who is he? 

Mr. Parrerson. He was former mayor of the city of Alexandria. 

Senator Monroney. I understand from what you just told us, 
though, that the request was not for the two Senators from Virginia 
to recommend you to the President for appointment. 

Mr. Parrerson. No, sir. 

Senator Monroney. But that it was that if the President appointed 
you, presumably on the origination of officials within the Republican 
Party, then the two Democratic Senators would support you for con- 
firmation ? 

Mr. Parrerson. I have no knowledge of anybody in the Republican 
Party. 

Senator Monroney. The national chairman, you said, had to clear 
this and approve it. 

Mr. Parrerson. I said that I was informed that the National Repub- 
lican Committee was notified that the President was going to nominate 
me. 

Senator Morse. Who informed you, Mr. Patterson, to that effect ? 

Mr. Parrerson. I think it was the then executive assistant to the 
Chairman of the Commission. 

Senator Monroney. The thing the committee is interested im, par- 
ticularly those on this side, is to preserve the bipartisanship of this. 
We wonder where the bipartisanship comes in if one party makes all 
the selections and gives no consideration whatever to asking the opin- 
ion of the United States Senators, if they happen not to represent that 
arty, on persons being considered for appointment from that State. 
Tf all of these bipartisan jobs are to be filled with recommendations 
of the administration or the National chairman or the State chairman 
of the other party, do not we then wind up with a one-party system 
and control of these jobs. I mean the idea of the bipartisanship was 
to have the two-party system checking the decisions. 

Mr. Parrerson. That is right. 

Senator Monroney. If no consideration is given to the recommenda- 
tions of the second party, then can we truly preserve the bipartisanship 
that is required for the good administration of these agencies? 

Senator CapeHart. These gentlemen are being very naive here this 
morning. They know nothing about politics, none of them have even 
been in it, never been elected, have not worked at it. They are just 
babes in the woods. 

Senator Morsr. We know what bipartisanship means. We know 
what a bipartisan commission should consist of, and it should not 
consist of Eisenhower Democrats on the Democratic side—let me make 
that very clear. 

Senator CareHart. You have some Eisenhower Democrats sitting 
on the Senate, have you not, now ? ’ 

Senator Morse. They are not up for appointment to a bipartisan 
commission. 
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Senator Carrnart. Is it not a fact that the Republican National 
Committee, when we have a Republican President, acts as the clear- 
inghouse for all nominations, and when we have a Democratic Presi- 
dent, the Democratic National Committee acts as the clearinghouse 
for all nominations. And that you have got to have some sort of sys- 
tem for doing it. 

Senator Morse. It is not the practice that the patronage committee 
of the opposition party should clear an opposition appointment to a 
bipartisan commission. 

Senator Caprnart. Do we have any reason to believe that the Re- 
publican National Committee does not clear so-called Democratic 
appointments with the Democratic State chairmen and the Demo- 
cratic National Committee? 

Senator Morsg. There is no evidence in this case. 

Senator Carenart. Do we have any evidence they do not ? 

Senator Morse. Yes; I think that is evident from the fact that this 
ves been completely silent, is unable to present any proof that 
they did. 

enator Carrnart. I do not know that this witness would know. It 
is not his responsibility. 

Mr. Parrerson. I do not know, sir. 

Senator Cargnart. It would be the responsibility of the committee 
to do it, rather than the witness. He would not have any way of 
doing it. 

Senator Morsgr. He was advised as to what the Republican Party 
did, by somebody from within the Commission. 

Senator Carenart. I was under the impression this gentleman testi- 
fied he was a Democrat, and I was under the impression that all Demo- 
crats were above reproach, nobody could even question them at all. 

Senator Morsr. Now who is being naive ? 

The Cuatrman. Let’s see if we have any more questions of this 
witness before we discuss party allegiances. Are there any further 
questions ¢ 

Senator Morsr. I have one, Mr. Chairman. I understood, Mr. 
Patterson, that it is your understanding that an assistant in the Securi- 
ties and Exchange Loniandaiien advised you that your name had been 
taken up with the Republican National Committee. 

Mr. Parrerson. I did not say “taken up,” sir. I said I was ad- 
vised—thought I was advised by him that they had been notified. 

Senator Morse. They had been notified. You left with the under- 
standing, or did you form the impression, that that meant no objec- 
tions had been raised by that committee ? 

Mr. Parrerson. Senator, I just did not know what it was all about. 
I mean I have no knowledge of what the routines are. 

Senator Morse. That is all, Mr. Chairman. 

The Cuatrman. Any further questions? If not, thank you, Mr. 
Patterson. The committee will go into executive session now, and we 
will excuse you—unless you have anything further to offer to the com- 
mittee. 

Mr. Patrerson. No, sir, I have nothing further. 

The CuarrMan. Any observations ? 

Mr. Parrerson. No, sir. ; 

(Whereupon, at 11:55 a. m. the committee went into executive 
session. ) 
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